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Introduction
The low business skills of the board members of Kenyan firms are a concern for investors assessing the boards' ability to provide future-earnings information (Gatamah, 1999) .
This study examines the governance attributes of the top 26 of the 52 firms listed with the Nairobi Stock Exchange, over a two-year period (2002 to 2003) , to determine whether a larger board enables Kenyan listed firms to overcome the business-skill crisis through collective decision-making. The business acumen of the directors becomes crucial in determining discretionary disclosure of economic resources not mandated in financial statements. The inclusion in annual reports of these unaccounted economic resources, which impact future earnings, can enhance stock price and help firms reduce cost of funds. This study uses intellectual capital resources as a proxy for firms' unaccounted economic resources. Although definitions of intellectual capital are diverse (Edvinsson and Sullivan, 1996; Brooking, 1997) , a widely agreed interpretation is that it represents the "unaccounted economic capital" of future earnings not captured in financial statements (Simister, Roest, and Sheldon, 1998, p. 2) . Such disclosure is particularly important in the context of Kenya, with Kenyan listed firms seeking to expand and take advantage of the economic integration of the East African community (Mwebesa, 2006) . This study expects that firms with larger boards can mitigate individual directors' deficiencies in business skills through collective decision-making. Since intellectual capital resources can contribute to future earnings over different time horizons, this study employs a panel of ten experts knowledgeable about intellectual capital research and/or 4 practice to identify and classify intellectual capital resource items as strategic or tactical resources. This study considers resource items thought to contribute to future earnings for more than one future year as strategic, and items contributing for less than a year as tactical, based on the majority opinion of the expert panel. This study identifies intellectual capital resource items by three separate categories (internal capital, external capital, and human capital) to gain a detailed insight into the influence board size has on the strategic and tactical resource disclosure of internal capital, external capital, and human capital.
This study notes that there are other ways of categorizing intellectual capital. Edvinsson and Malone (1996) categorize it as structural capital and human capital, where structural capital encompasses internal capital and external capital. Sveiby (1997) categorizes it as internal structure, external structure, and employee competence. These categories were later reclassified by numerous authors as internal capital, external capital, and human capital on the basis that intellectual capital comprises capital categories rather than structures (Abeysekera, 2006; 2008; Abeysekera & Guthrie, 2005; Brennan, 2007) . A detailed categorization of intellectual capital (as three categories rather than two categories) enables this study to provide a more detailed view about the influence of board size on tactical and strategic disclosure by categories of intellectual capital.
The next section outlines the theoretical framework, reviews the literature in relation to variables examined in this study, develops hypotheses, and introduces the use of variables 5 in the study. Section 3 outlines the research method used. Section 4 presents the findings, discussion, and concluding remarks.
Literature, framework, and hypotheses

Relevant literature
Corporate governance establishes the framework for efficiency and probity, and for firms' transparency and accountability. Corporate governance deals with the ways of assuring suppliers of firms' financing of a return on their investment (Shleifer and Vishny, 1997) . Many developing countries, including Kenya, formalized corporate governance best practice codes in 2001 (one year prior to this study), adopted from best practice codes of developed countries, while giving little thought to underlying conditions in the marketplace in which the codes are enforced and practiced. Although near replication of governance practices of firms in developed countries is not necessarily appropriate for firms in a developing country, better governance practices expect to make firms more accountable and transparent through stakeholders' relevant disclosure.
Investors are an important group of stakeholders in business ventures, and they seek information that is relevant for making informed decisions about firms' investments.
Discretionary disclosure about aspects such as intellectual capital with an economic focus is directly relevant to investors for such decision-making (Lev and Zarowin, 1999; Eccles, Herz, Keegan, and Phillips, 2001; Lev, 2001) . Such disclosure reduces risk perception among investors by facilitating a more accurate estimation of future earnings 6 (Keenan and Aggestam, 2001; Van der Meer-Kooistra and Zijlstra, 2001; Li, Pike, and Haniffa, 2008) . Barako, Hancock, and Izan (2006) examined the corporate disclosure of Kenyan listed firms and the effect of corporate governance and ownership characteristics. The present study differs from theirs along several dimensions. First, instead of examining all corporate disclosure, this study specifically focuses on intellectual capital disclosure that has an economic focus. Second, the central focus of this study is the influence of the board size rather than all corporate governance attributes. This study uses other relevant corporate governance attributes identified in the literature as control variables. Barako et al. examined the proportion of independent directors and the presence of an audit committee, as they used the theoretical underpinning of the agency perspective. By contrast, the current study uses the number of independent directors on the board, and the number of independent directors on committees, because of the resource dependency underpinning of the study, an aspect which is discussed later in this paper. Third, unlike Barako et al., the present study examines the disclosure in strategic and tactical categories of intellectual capital.
Two other studies of relevance to intellectual capital disclosure are Cerbioni and Parbonetti (2007) and Li et al. (2008) . Cerbioni and Parbonetti examined intellectual capital disclosure of European biotechnology firms. They examined both the quantity and quality (measured by economic sign, outlook orientation, and content of information) of intellectual capital, with board size, proportion of independent directors, and leadership as governance attributes of these firms. Li et al. examined 100 sample UK listed firms.
They categorized intellectual capital into human, structural, and relational capital, measured disclosure of each category by a disclosure index developed especially their study, and investigated the influence of corporate governance attributes on disclosure category. Both studies however did not investigate the impact of governance attributes in relation to strategic and tactical intellectual capital disclosure. Additionally, both studies were located in developed countries, and used the agency theoretical perspective in developing their hypotheses and interpreting findings.
Resource dependency theory
Much of the discretionary disclosure literature related to governance has theorized using stewardship, and the agency perspective. According to stewardship theory, managers are honest rather than opportunistic in taking care of the wealth of the firm (Muth and Donaldson, 1998) . This theory supports empowering corporate structures and governance mechanisms to allow managers and directors to make decisions efficiently and effectively. For example, the duality of the CEO also being the chairperson is beneficial to the firm under the stewardship perspective. In addition, executive directors are better than independent directors at formulating and managing corporate affairs due to their superior inside knowledge of the firm Davis, 1991, 1994) . Another dominant theory about corporate governance is the agency perspective, which considers that self-interest of managers and directors within the firm can compromise the best interest of investors (Fama, 1980; Fama and Jensen, 1983) . According to this theory, corporate boards that include independent directors take on the monitoring role of 8 mitigating the self-interest of executive directors and managers that compromises investors' interests (Demirag, Sudarsanam, and Wright, 2000) . Larger boards are difficult to control by the chairperson, and smaller boards are hence preferred for good-quality relevant disclosure (Hermalin and Weisbach, 2003; Kaymak and Bektas, 2008) .
Rather than dichotomizing directors as executive and non-executive, the resource dependence theory views the entire board as a mechanism that manages to reduce external uncertainties (Pfeffer and Salancik, 1978) . Directors bring diverse resources such as information, skills, and legitimacy (Hillman, Canella, and Paetzold, 2000) . Although a widely held assumption is that the board of directors is interested in the long-term value of the firm (Laux and Laux, 2009) , there is no consensus in the literature as to the recommended size of the board. The Olivencia report in Spain suggested that the optimal number of directors is between 5 and 15 (Garcia Lara, Garcia Osma, and Penalva, 2007) .
From a resource dependency perspective, larger boards should be more effective than smaller boards, as larger boards can make better collective decisions.
Hypothesis development with board size as an independent variable
Intellectual capital has become a key set of resources for gaining advantage in a business environment that transcends fixed geographic boundaries (Lev, 2004) . The resource dependency theory adopted in this study argues that larger boards allow firms to bring diverse and vital resources onto the board that can make the board's decision-making effective and efficient directly or indirectly, meeting challenges in the globalized business environment (Pfeffer, 1972 (Pfeffer, , 1973 Pfeffer and Salancik, 1978; Kosnik, 1990; Parum, 9 2005 ). The size of the board can add to the diversity of perspectives, providing greater choices among solutions and more decision criteria, to achieve the board's goals and objectives on behalf of investors (Schweiger, Sandberg, and Ragan, 1986; Eisenhardt and Bourgeois, 1988) . Examining the banking industry from 1995 to 2002, Belkhir (2009) found that larger boards contribute to banks' better performance, where performance is measured by Tobin's Q. This theoretical perspective is relevant to the present study of the top listed Kenyan firms, as demonstrated by the investigation of corporate governance practices undertaken in Kenya, where a critical issue is the skill level of directors (Gatamah, 1999) , since larger boards can supplement skill deficits of directors at an individual level. Furthermore, the theoretical underpinning motivates this study to examine board size as a measure of number of directors. This study also measures other factors controlled as a number rather than as a proportion or as being either present or absent. These include the number of independent directors on the board, and the number of independent directors in committees and the number of committee meetings (Spira, 2002; Higgs, 2003; Tuley, 2003) . These factors were also examined in previous studies that use the agency theoretical setting as proportions rather than as numbers.
Human capital:
The human capital in a firm includes tactical resources from which the firm derives benefit in the short term. For instance, a change in relations between employee unions and the management can have a tactical effect on future earnings. By contrast, the tacit knowledge of staff is a strategic source for future earnings of firms (Barney, 1991; Coff, 1997; Roos and Roos, 1997, p. 413) . The firm, through direct acquisition and investment in developing resources such as tacit knowledge of staff, can nurture the strategic human capital resources. However, investors become aware of the future earnings capability engendered by these resources only with their disclosure. This study assumes that larger boards ensure communication to investors of the strategic resources of human capital to demonstrate long-term future earnings of the firm, through greater voluntary disclosure.
Strategic human capital resources are invaluable and are a primary set of resources whereby many firms sustain their competitive advantage (Quinn, Anderson, and Finkelstein, 1996) . The tactical human capital is captured to some extent in financial statements as expenses (rather than as assets), giving investors some indication of its value relevance. Therefore, this study hypothesizes that firms with larger boards disclose more strategic human capital resources but not more tactical human capital resources.
H1: Firms that disclose more strategic human capital have larger boards.
H2: Firms that disclose more tactical human capital do not have larger boards.
Internal capital:
Investment in the strategic resources of human capital is challenging to management because it has little control over such resources as staff; the firm does not own these resources in the form of knowledge (Coff, 1997) . The lack of full ownership of strategic human capital resources, and the high uncertainty of predicting staff behavior and tenure, requires firms to "capture" the tacit knowledge aspects of strategic human capital 11 resources and to make them explicit. Firms gain control over such strategic resources through activities such as sharing employee presentations at work, teamwork, and formalizing technological and management processes. Tactical internal capital resources, such as networking systems and information systems, enable firms to disseminate the once-tacit knowledge, now captured by the firm as explicit knowledge (Quinn et al., 1996; Grant, 1997) . The tactical resources of internal capital, such as processes and systems, enable firms to obtain the benefits of the strategic resource of human capital and own them. This study hypothesizes that firms with larger boards disclose more tactical internal capital to enhance future earnings information. The strategic internal capital resources such as corporate philosophy and corporate culture are of significance to firms for internal decision-making as they represent human capital transformed into a static organizational form. The strategic internal capital resource information is useful to the internal management rather than to investors for on resource allocation decisions.
H3: Firms that disclose more strategic internal capital do not have larger boards.
H4: Firms that disclose more tactical internal capital have larger boards.
External capital:
External capital is the most disclosed of the three intellectual capital categories (Brennan, 2001; Bozzolan, Favotto, and Ricceri, 2003; Abeysekera, 2007) . Much information about firms' external capital resources is widely known to investors, as firms create these resources by establishing external relations with stakeholders. Although disclosure reinforces the presence of such resources, investors have already recognized the future earnings capability as this information is widely known, and discretionary disclosure has no additional effect on future earnings. Therefore, this study expects to find no association between firms that disclose more external capital information and better governance practices. This study hypothesizes that firms that disclose more strategic external capital and tactical external capital do not associate with larger boards. 
H5: Firms
Control variables:
This study uses several established variables in governance studies with agency theory that might have an influence on discretionary disclosure. However, as this study is using the resource dependency underpinning, it assumes that these variables have no influence on firms making strategic and tactical disclosure relating to internal, external, or human capital. The variables include number of independent directors in audit committee, number of independent directors in other board-appointed committees, firm size, and industry sector. The study also identifies the year of disclosure and the company identity as control variables to identify whether the year of investigation and specific companies influence firms making more disclosure.
Defining variables
Because the dependent variables are binary (more disclosure versus less disclosure, as explained later), this study uses logistic regression to test its hypotheses. Listed below are the six dependent variables, the independent variable board size, and several control variables, and their predicted signs are summarized in Table 1 .
Dependent variables:
(1) SIntCD (Strategic internal capital disclosure) = 1=above sample mean, 0=equal to, or below sample mean (2) SExtCD (Strategic external capital disclosure) = 1=above sample mean, 0=equal to, or below sample mean For each of the dependent variables, the logit regression equation was as follows.
Dependent variable (i.e., (1) to (6)) = a + b* BOARDSIZE + c*NID+ d* NIDAC +e*NIDATC +f*SIZE + f*IND +g*TIME +h*ID+ e
Research methods
Data source
Studies of firms in many countries have attempted to explore intellectual capital disclosure practices through an analysis of company annual reports (Brennan, 2000; Bozzolan et al., 2003) . Annual reports are the principal tool of corporate communication about the tactical and strategic activities of the firm, additional to the mandatory financial statement disclosure (Holland and Boon Foo, 2003 ). An annual report signals financial and non-financial information relevant to decision-making about the firm, both to investors and to analysts who act as intermediaries providing information to the investing market. Several studies have identified an increasing trend in discretionary disclosure about firms' intellectual capital (Williams, 2001; Beattie, McInnes, and Fearnley, 2002; Vandemaele, Vergauwen, and Smits, 2005) .
Discretionary intellectual capital disclosure is an invaluable tool for instilling confidence in the marketplace about firms, enhancing the capacity of firms to lower their cost of capital (Lev, 1992; Palepu and Healy, 1993) . 
Data collection
Content analysis is an empirically valid tool for analysis of corporate disclosure (Guthrie and Parker, 1990; Hackston and Milne, 1996) . This study analyses annual reports using content analysis technique, a widely used tool in intellectual capital disclosure studies (Brennan, 2001; Haniffa and Cooke, 2005; Cerbioni and Parbonetti, 2007) . The content analysis captures intellectual capital resource items disclosed in annual reports (Haniffa and Cooke, 2005) using an established coding framework. Previous studies have applied the coding framework used in this study to the top listed firms in a developing country setting, with 45 intellectual capital resource items (Abeysekera, 2007) , and is applied in this study for Kenyan listed firms in a developing country setting. The coding framework identifies intellectual capital resource items as being in the internal capital category (10 items), the external capital resource category (10 items), or the human capital resource category (25 items). Additionally, this study pre-defined each resource item in the coding framework as to whether it has strategic or tactical value relevance (Abeysekera, 2007) and two experienced people coded each annual report independently. Each time a resource item was identified as present in the annual report it was counted as 1. After two people experienced in coding content data had coded annual reports independently using the pre-defined terms, the coding between the two coders was compared using Scott's π (1955) and the score obtained was greater than 0.9,which confirmed meeting the satisfactory coding reliability level.
Measuring dependent variables -disclosure indices
A disclosure index or content analysis does not reduce the effectiveness of regression results (Hackston and Milne, 1996; Williams, 1998) ; rather, it is the rigor of construction of the disclosure index that determines its reliability (Barako et al., 2006) . As a precursor to ensure rigor of construction, this study ensures meeting satisfactory reliability using Scott's π for disclosures recorded by the two coders. Additionally, the study uses intellectual capital resource items applicable to a developing-country setting (Abeysekera and Guthrie, 2005; Abeysekera, 2007) .
Instead of assigning weights to different types of intellectual capital resource items disclosed (i.e., narrative, visual, or numerical), a procedure which can introduce errors due to bias, this study treats each type of disclosure with equal importance. This study constructs disclosure indices for six outcome variables. For this purpose, the study identified intellectual capital resources that are strategic or tactical. Five items (patents, copyrights, trademarks, corporate philosophy, and corporate culture) are identified as strategic internal capital items (falling within the internal capital category). Five items (brands, corporate name, favorable contracts, distribution channels, and market share) are identified as strategic external capital. Twelve items (professional experience, educational level of staff, seniority of experts, age of staff, professional qualifications, vocational qualifications, career development, training programs, safety at work, gender equality, race and religion of staff, and equality of disabled staff) are identified as strategic human capital.
Disclosure indices are built for strategic internal capital (5 items), strategic external capital (5 items), and strategic human capital (12 items). Additional disclosure indices are for tactical internal capital (5 items), tactical external capital (5 items), and tactical human capital (13 items). This study constructs six disclosure indices for strategic and tactical disclosure: (1) strategic internal capital disclosure index; (2) tactical internal capital disclosure index; (3) strategic external capital disclosure index; (4) tactical external capital disclosure index; (5) strategic human capital disclosure index; and (6) tactical human capital disclosure index. These indices serve as preceding information to construct dependant variables. To build the binary code for logistic regression for each dependent variable, the mean for each index of disclosure is then calculated, and firms that are above the mean are assigned "1" and those below or equal to the mean are assigned "0." There are 6 disclosure indices, for each of which a binary dependant variable is constructed, and the study examines 6 dependant variables. Table 2 outlines summary statistics. Many firms have larger boards than the sample mean for board size, the maximum board size is 13, and the maximum board size is within the range of optimum board size suggested by the Olivencia report in Spain (Garcia Lara et al., 2007) . Firms on average have 3 independent directors on the audit committee and 3 independent directors in committees other than the audit committee. On average, firms maintain a net book value slightly higher than the market value. Firms have low growth rate as seen by industry sector measure of price-to-book value, and the negative price-tobook value is due to firms having a net liability position or liquidity of the market. The preliminary data analysis revealed that the number of independent directors on audit committee and audit-type committees is highly correlated as follows: NIDAC = 0.9127*NIDATC. A composite variable was built to replace the two variables (i.e., 0.5*(NIDAC+0.9127*NIDATC)), and it was labeled number of directors in committees (NIDC). The VIF for variables varied between 1.11 and 2.95 in all logistic regression outputs. This study revised the previously stated logistic regression equation as follows:
Results and discussion
Dependent variable (i.e., (1) to (12)) = a + b* BOARDSIZE + c*NID + i* NIDC +e*SIZE + f*IND +g*TIME+ h*ID + e
The results from Table 3 indicate that firms that disclose more human capital resources have larger boards, but those firms that disclose more tactical human capital resources do not have larger boards, which is consistent with H1 and H2. Firms with larger boards disclose more tactical internal capital but firms that disclose more strategic internal capital do not have larger boards, which is consistent with H3 and H4. The board size has 20 no influence on tactical or strategic external capital disclosure, which is consistent with H5 and H6. The number of independent directors in committees is significant for firms that disclose more tactical human capital resources. To find out which committee types of independent directors of committees associate with tactical human capital resources disclosure, the NIDC variable was replaced with NIDAC and thereafter with NIDATC. The results showed that NIDAC is not significant but NIDATC is significant, with odds ratio of 1.4
(pr = 0.076, model chi-square 19.05, and pr = 0.008). This is a plausible finding, as the mandate of independent directors in non-audit committees (usually remuneration) is to oversee transparency relating to aspects of remuneration, recruitment, and operational management of human resources. The findings partially support the resource dependency perspective only.
This study demonstrates the mechanisms firms can employ to overcome short-term limitations, such as mitigating low skill level of directors by having larger boards.
However, this study has several limitations. It classified resource items as tactical and strategic based on the majority opinion of the expert panel. A more rigorous benchmark might have proved more useful to present findings that are more robust. In identifying independent directors, this study relied on prima facie evidence in annual reports, but 23 executive directors might influence some of the independent directors. Audit and other board-appointed committees might have a useful role to play in aspects of intellectual capital disclosure not captured in this study, as this study did not examine the informal processes in which these committees could have an impact on organizational life (Spira, 2002; Tuley, 2003) . The small sample size is a limitation inherent to the world's small stock exchanges such as Nairobi Stock Exchange. Despite these limitations, this study contributes to the much-needed findings on the aspects of intellectual capital disclosure and board size in the context of Africa, and in particular for the East African financial hub of Kenya.
Board size can be a 'resource' to companies that inform investors about future earnings through intellectual capital. Such disclosures can help firms to improve their share price by informing investors about resources not disclosed in financial statements. A future study can examine attributes of board members and the influence of each attribute on strategic and tactical intellectual capital disclosure. For instance, the reputational aspects of the board members, educational qualifications, multiple representations on company boards by board members, and board tenure, may influence strategic and tactical intellectual capital disclosures. Another study can examine whether such attributes of board members involved in board-appointed committees have an influence on strategic and tactical intellectual capital disclosures. As noted in the introduction, larger boards can mitigate individual directors' deficiencies in business skills through collective decision making. However, this may not be contextual to other samples with different board 24 compositions, and therefore this study can become a basis for comparison for such structural differences.
